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CONDITION OF AMERICAN RAILROADS 





HARP DECLINES in prices of leading railroad stocks 

in December—declines which carried the Dow-Jones 
rail average down to the lowest point touched since Jan- 
uary 1954—reflected the weakening confidence of the in- 
vestment world in the future of the American railroad 
industry.' Rising costs, losses in freight and passenger 
traffic, and falling rail earnings had prompted the Senate 
Commerce Committee a month earlier to order hearings 
on what Chairman Warren Magnuson (D-Wash.) called 
“the deteriorating railroad situation.” 


The Senate hearings, scheduled to open Jan. 13, will be 
conducted by a subcommittee headed by Sen. George 
Smathers (D-Fla.). Smathers has staked out three broad 
areas for study: (1) Steps that can be taken by the rail- 
roads themselves to improve their condition; (2) desirable 
changes in policies of the Interstate Commerce Commission 
under present regulatory laws; (3) new legislation needed 
to assure ‘‘a sound railroad industry.” <A delegation of rail 
officials which visited the White House on Dec. 5 was re- 
ported to have asked administration support for tax, regu- 
latory and other emergency relief at the 1958 session of 
Congress. Meanwhile, the major railroads have cited their 
“precarious position” in an appeal to the I.C.C. for approval 
of freight rate increases under a speed-up process that 
would put them into effect on Feb. 1. 


FAILURE OF RAILS TO SHARE IN POSTWAR PROSPERITY 


“Most railroads,” said a business leader quoted by Busi- 
ness Week (July 13, 1957), “are suffering from dinosaur- 
ism. They’re huge, slow-moving, and hard put to change 
with the times.”” While rail executives would doubtless con- 
sider this an overstatement, the fact remains that their in- 
dustry is confronted with a serious problem of adjustment. 


1 Stocks of the New York Central and Pennsylvania raiiroads slumped to new lows 
since 1950 and of three other leading systems to new lows since 1949. 
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Soon after the rail lines were built, they began to achieve 
a near monopoly of intercity freight and passenger business. 
Despite the fact that railroads have not had a practical 
monopoly on transportation for more than 30 years, much 
of the old mold of operating procedures, management think- 
ing, and public regulation remains unchanged. 


For many Americans, the railroads still have the 
romantic aura of earlier years; they are not thought of as 
sprawling industrial giants. Yet, more than 1,200,000 
persons ride trains every day on trips averaging 70 miles, 
though passenger revenue amounts to less than 10 per cent 
of total operating revenues. On their 221,000 miles of 
line, the railroads carry more than two and one-half 
times as much freight traffic as any rival form of trans- 
portation, and nearly as much as all rival forms combined. 
They make huge contributions to general business activity, 
laying out nearly $10 billion annually for wages, materials, 
plant improvement, taxes, interest, and dividends. More 
freight was carried by rail in 1956 than in 1946—647 bil- 
lion ton-miles against 592 billion ton-miles. Freight totals 
for 1957 are not yet available. 


A different picture of railway economics emerges when 
gains are set off against losses. Since World War II, the 
railroad share of totai intercity traffic has declined steadily. 
Caught in a squeeze between rising costs on the one hand 
and intense competition and strict regulation on the other, 
railroads have watched travelers and shippers turn to com- 
peting modes of transportation. Enormous built-in capac- 
ity for volume transportation at low cost has not been put 
to full use. Despite steps to reduce operations and to 
shrink plant capacity, expenses have risen at a faster pace 
than revenues, and earnings are down. One source esti- 
mates that traffic now in sight for 1958 indicates that this 
year’s earnings will be 22 per cent below the postwar 
average.” 


SHIFT OF PATRONS TO AUTOS, BUSSES, AIRPLANES 

Two great challenges have been visited upon railway 
passenger service in the present century. First came the 
motor car. As far back as 1929, 82 per cent of all inter- 
city travel was in private automobiles. Today approxi- 
mately 90 per cent of city-to-city journeys are over the 
highways. 





( 2U.S. News @& World Report, Nov. 15, 1957, p. 82. 
4 





} 
| 
3 
3 





Condition of American Railroads 


Despite enormous use of the private auto, travel by public 
conveyance is twice what it was in 1939, amounting to over 
60 billion passenger-miles annually. In the last prewar 
year, rails commanded 68 per cent of the public carrier 
total. They still had 63 per cent in 1946. But airline travel 
has increased at a fantastic rate since the war, and planes 
now carry almost one-third of all intercity travelers using 
public transport facilities. 


Rails, airlines, and busses now run almost neck and neck 
in the competition for passenger business. Unable to outdo 
the private auto for convenience or the plane for speed, the 
railroads have operated their passenger service at a loss in 
every year (excepting the war years) since 1929. The 
deficit has exceeded $600 million annually since 1951. In 
1956 the passenger service deficit was almost $700 million; 
last year’s deficit is expected to go above that figure when 
all reports are at hand. While a small number of passenger 
operations remain in the black, rail statisticians maintain 
that no phase of passenger business in general pays its way. 


Dining cars consistently operate in the red and there is 
a growing disposition to price Pullman accommodations out 
of the market. Most commuter runs are losing propositions. 
Commuters make up more than half of the 430 million per- 
sons carried by the trains each year, but the roads spend 
$1.50 for each dollar of fare because they carry only two 
peak loads a day, and usually at substandard rates. Mount- 
ing passenger deficits have had to be covered out of freight 
earnings. 


Loss OF BUSINESS TO TRUCKS, BARGES, AND PIPELINES 


The railroad industry worries more about its decreasing 
share of freight traffic than about loss of passengers. ‘Al- 
most 90 per cent of its revenue comes from freight ship- 
ments. Freight earnings in 1956 amounted to a billion and 
three-quarter dollars. Even after passenger losses were 
absorbed, the industry netted almost $1 billion in 1956. An 
estimated drop in freight earnings to a billion and a half 
dollars in 1957 may reduce net rail earnings for the year 
to $750 million. 


A 75 per cent share of the freight business in 1930 had 
fallen to 62 per cent by the end of the decade. An upswing 
during the war was followed by a downturn in peace. The 
railroads carried only 48 per cent of all intercity freight 
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PERCENTAGE DISTRIBUTION OF INTERCITY FREIGHT TRAFFIC 


Highway Water 

Year Railroads carriers carriers Pipelines 
1939 62.3 9.7 17.7 10.2 
1947 65.2 10.0 14.4 10.5 
1950 56.1 16.3 15.4 12.1 
1953 51.0 18.0 16.8 14.1 
1956 48.2 18.7 16.1 16.9 

Note: Figures based on percentage of ton-miles. Airways omitted 


because in no year have they carried as much as one-half of on 
percent of total freight. 

in 1956 and this figure may have fallen to 45 per cent in 
1957. 


Today there are nearly as many highway trailers and 
semi-trailers in the country as there are boxcars, and in a 
year’s time they carry more freight than the boxcars.* 
Moreover, trucks have made greatest inroads on the high- 
value, high-rate traffic demanding speed and direct routing. 


At the other end of the scale, water carriers have used 
lower rates to tempt portions of the low-cost, bulk-com- 
modity business off the rails. Opening of the St. Lawrence 
Seaway in 1959 is expected to pose,an additional threat to 
the railroads by bringing economies of deep-water trans- 
portation to Chicago, Detroit, Cleveland, and Buffalo. 


During the 19th century, thousands of towns grew out 
of and around the main and branch railroad lines. The 
“transport revolution” of the 20th century appears to be 
having like effects—to the detriment of the railroads. 


Throughout the country, new industrial concentrations are forni- 
ing along the rivers and highways. Areas of the South and th: 
West, sparsely furnished with rail facilities, become centers of 
industrial growth founded on highways and water’ shipment. 
Locally, housing developments cluster about new commercial and 
administrative centers in the outer suburbs. Geography follows 
the transport routes.4 


Pipeline movement of petroleum and natural gas has in- 
creased five times over since 1929, while consumption of 
coal, the largest-volume commodity carried by the railroads, 
has remained static. Development of coal-carrying pipe- 


* Railroads hold their present position only by virtue of the tonnage cerried in open- 
top cars and tank cars. 


‘ *Marvin J. Barloon, “The Second Transport Revolution,” Harpers,.March 1957, p. 
8. 
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lines, the first of which is to be put in operation this year, 
signifies a further challenge to rail supremacy in the ship- 
ment of fuel. 


The railroads are acknowledged to be the country’s most 
effective all-purpose transportation medium. But competi- 
tors have captured increasing shares of the freight business 
by specializing in carrying the types of goods and com- 
modities to which their advantages are best suited. 





Controversy on Reasons for Railroad Troubles 





MANY CAUSES have contributed to present troubles of 
the railroad industry. Railroad executives note that their 
systems are more vulnerable to slight recessions or cut- 
backs in economic activity than competitors because of the 
huge physical plant that must be kept up. George Alpert, 
president of the New York, New Haven and Hartford, 
said, Dec. 18, that “the country’s [current] economic slump 
is driving the railroad to the wall.” 


Company heads freely admit that their own mistakes 
have contributed to the present plight of the railroads. For 
too long rail carriers competed against each other rather 
than against the greater threat posed by rival modes of 
transportation. The railroad industry maintains, however, 
that it could forge ahead in the competitive struggle for 
traffic if the transportation policy now on the statute books 
were fairly interpreted and equitably applied.® 


Unequal regulation, unequal taxes, and unequal subsidi- 
zation are said by the railroads to give rivals artificial ad- 
vantages and to prevent rail carriers from fully utilizing 
their own inherent advantages. ‘Regulation of railroads 
follows the spirit of 1887.” .The country has 110 major 
railroads,® each subject to state, as well as federal rules 
and regulations. Treated as if they had a transportation 
monopoly, “the postwar era [has seen] the paradox of de- 
clining traffic and inadequate earnings for a carrier that 
provides the most efficient and most economical transpor- 





_® The Transportation Act of 1940 gives the Interstate Commerce Commission respon- 
sibility for providing ‘‘fair and impartial regulation of all modes of transportation 
. , 80 administered as to recognize and preserve the inherent advantages of each.” 

®°A “major [Class I] railroad’’ is one whose annual gross reyenues exceed $3 million. 
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tation service of all.’”’* Railroad executives maintain that 
their systems could carry much more freight, and at sav- 
ings to shippers, if the Interstate Commerce Commission 
would drop attempts to allocate traffic among the different 
types of carriers and let free competition determine who 
gets the business. 


Competitors of the railroads enjoy a definite advantage 
in making rates. Better than half the ton-miles resulting 
from shipment by water carrier in 1956 were covered by 
carriers not under I.C.C. jurisdiction. More than 70 per 
cent of the highway-shipped goods fell into this category. 
I.C.C. rate-making jurisdiction does not extend to shippers 
who own and operate their own truck fleets, and certain 
for-hire carriers, notably those transporting agricultural 
products, have been exempted from regulation. Railroad 
executives assert that many highway carriers avoid I.C.C. 
regulation by buying the cargo to be shipped from the 
shipper, then selling it, by prearrangement, to the buyer. 


If the commission would allow railroads greater leeway 
in rate-making, the industry could raise rates on certain 
bulk commodities now hauled at little or no profit and 
rates for finished products could be lowered. Virtually all 
shippers would benefit in the long run, rail leaders main- 
tain, because of economies yielded by increased volume. 


Over-regulation, especially as practiced by state railway 
commissions, is said to contribute heavily to passenger 
deficits. Rail carriers are forced to maintain unprofitable 
lines, and proposals to state or local authorities for reduc- 
ing deficits by boosting fares or by cutting local taxes are 
left without action. 


Unequal taxation is cited as another handicap which 
gives competitors undue advantage. Total tax and license 
payments of common carrier trucks amounted to 6.5 per 
cent of their operating revenues in 1956 (slightly more in 
1957). Water carriers paid less than 4.5 per cent. In con- 
trast, total tax payments of railroads took approximately 
11 per cent of their total operating revenues in 1956. Even 
then, the comparison is far from complete, according to 
A.A.R. President Daniel Loomis, for “an additional 20 per 
cent of total railroad revenue goes to provide and maintain 


7 Daniel P. Loomis. president of Association of American Railroads, in a speech 
before the New York Railroad Club, Nov. 14, 1957 
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their roadways, so that to get what the motor carriers get 
for only 6.5¢ out of each revenue dollar, the railroads must 
spend 3lc.” 


RAIL CHARGES OF UNFAIR SUBSIDIES TO COMPETITORS 


Airlines, water carriers, and trucks are permitted to use 
tax-built, tax-maintained facilities either without charge or 
without payment of adequate charges, rail executives con- 
tend. Thus true costs are concealed by indirect subsidies. 
The federal government has spent nearly $1 billion to build 
and operate traffic control systems for the airlines. These 
aerial highways. and intersections are used by commercial 
airlines without charge. In addition, some $4 billion in 
federal-state-local funds have been laid out to build air- 
ports. Payments by commercial airlines are generally in- 
adequate to meet even out-of-pocket costs of airport oper- 
ation, rail supporters allege, much less to meet capital costs 
and to offset the loss of millions in taxes that might be 
levied on these facilities if in private hands. 


Inland water carriers enjoy similar benefits. To improve 
navigation, $3 billion has been spent by the federal govern- 
ment, and each year Congress appropriates millions more 
for upkeep. The barge lanes are thus maintained at vir- 
tually no cost to their users. Currently, navigation inter- 
ests serving or planning to serve Great Lakes ports are 
sampaigning for low tolls on the St. Lawrence Seaway when 
it is opened in 1959. 


Upwards of $95 billion in public funds were spent from 
1921 through 1956 to build and maintain the nation’s high- 
ways, roads, and streets. Although motor carriers pay fuel 
taxes, fees, and in some states, user charges, rail leaders 
insist that these payments do not begin to compensate for 
the intense use made of the highways by heavy trucks, not 
to mention the extraordinarily high cost of highway con- 
struction.$ 


If all forms of commercial transportation were treated 
alike in respect to subsidy, regulation, and taxation, the 
railroads believe that their problems could be mastered. 
Fair and equitable treatment would produce earnings which 





* Statisticians have calculated that if the new federal taxes which went into effect 
July 1, 1956 (intended to assess commercial motor carriers for use of federally 
financed highways) had been in effect for the full 12 months, the tax payments of 
truck companies would have risen only from 6.5 per cent to 6.7 per cent of their 
operating revenues. 
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could be translated into more modern locomotives ahd cars, 
new electronic freight yards, straighter and flatter routes, 
modern up-to-date stations. 


RAILROAD PROBLEMS AS VIEWED BY RIVALS AND CRITICS 

Few leaders among the ranks of rail competitors deny 
that the railroad industry faces difficult problems; they do 
deny that these problems constitute a “plight.” They be- 
lieve that ailments besetting the rails can be remedied with- 
out radical change in government policies. Needed most is 
accurate diagnosis and resolute action by railway manage- 
ment. 


“The problem of the railroads,” according to a spokes- 
man for the American Trucking Association, “is the prob- 
lem of some railroads—chiefly those burdened with exten- 
sive passenger responsibilities.” ® He cited official figures 
which show that western, and particularly southern, rail- 
roads are doing better than the eastern lines, whose hauls 
are short and passenger runs more numerous. 


Net RAILWAY RATE OF RETURN ON ASSETS 


1953 1954 1955 1956 
Southern district 6.07% 5.05% 6.46% 6.45% 
Western district 4.57 3.73 4.38 4.02 
Eastern district 3.78 2.50 3.72 3.41 
United States 4.55 3.51 4.54 4.27 


Source: Interstate Commerce Commission, Bureau of Accounts. 
Rate of return based on value of property used in common-carrier 


service. 


The railroad industry as a whole has experienced a rela- 
tively low return on investment for more than 25 years, 
officials of the A.T.A. point out. This has been due, in part, 
to the huge size of its capital assets, amounting to more 
than $30 billion, and, in part, to the drain of passenger 
losses. “Forget about the passenger deficit, and it is clear 
that freight train service is highly profitable.” Freight 
earnings in 1956 represented a return on capital investment 
of about 7 per cent, instead of the lower figure which re- 
mains after subtraction of passenger deficits.!° 


The argument of the railroads that over-regulation 
through the rate-making process unduly hampers them in 


* Walter Belson, Director of Public Relations, A.T.A., Dec. 10, 1957. 

“ The 7 per cent figure is an unofficial estimate based on the I.C.C. formula for 
apportioning costs hetween freight and passenger services. By railroad calculations 
the overall] rate of return on investment in 1956 was 3.9 per cent and not the 4.27 per 
cent reported by the L.C.C. 
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their competition for traffic was challenged by Interstate 
Commerce Commissioner Anthony Arpaia in a_ recent 
speech. Citing “misconceptions which surround the entire 
subject of transportation,” Arpaia argued that: 


Trucks and automobiles are not merely competitors of railroads; 
they have created a “new economy” and have helped railroads to 
double their’ 1939 volume of freight traffic. 

Frequent petitions by the railroads for across-the-board rate 
increases, and their reluctance to compete against one another in 
competitive rate-setting, weaken their argument that greater free- 
dom in rate-making would produce greater savings for shippers. 

During 1956, well over one million rate changes were filed with 
the I.C.C. by the railroads. Exactly 12 of these were adjudged 
to be unlawful by the I.C.C. after protest by competing forms 
of transportation. 

Price is not the only attraction to the shipper. He considers, 
too, speed, quality, and the dependability of service. Often the buyer 
of goods prefers small shipments, which permit reduced invest- 
ment in inventories and savings in storage costs.!! 


What many railroad leaders fail to realize or admit, 
critics and competitors tend to agree, is that much of the 
traffic now handled by other modes of transportation, both 
passenger and freight, is not traffic which has been diverted 
from the rails. It is genuinely new traffic—traffic which 
has been created by the availability of the private auto- 
mobile, the swiftness of the airplane, the demand of the 
merchant and the buyer at retail for finished, carefully 
packaged products. 





Self-Help by Railroads Through Modernization 





RAILROADS have invested almost $12 billion in capital 
equipment since World. War II to streamline their opera- 
tions. With the addition of 22,000 new locomotive units, 
“dieselization” stands 90 per cent complete. New passenger 
coaches number about 6,500.12 More than 630,000 new 
freight cars, many of them tailored to meet specific needs 
of shippers, have been built. 





"Summary of points made by Anthony Arpaia in a speech before Railroad Manage- 
ment Seminar, University of Michigan, Feb. 27, 1957. 

“For postwar attempts by railroads to regain passenger traffic, especially through 
use of modern-design, high-speed, lightweight trains, see “Competition for Passenger 
Travel,” E.R.R., 1955 Vol. Il, pp. 490-496. 
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% 

Perhaps the most notable recent development has been 
the success of “piggybacking.” Piggybacking, or T.O.F.C. 
(trailer-on-flat-car), is a term applied to use of trailers 
which can be both hauled on specially equipped flatcars and 
operated as highway vans. An old, but seldom applied 
conception, it was revived in 1955, and 200,000 flatcars 
carried their cargo piggyback in 1956. This figure is ex- 
pected to exceed 250,000 when totals for 1957. are added 
up.'3 Almost half of the major railroads now use some 
form of T.O.F.C., some of them in combination with inde- 
pendent trucking firms. 


Push-button yards constructed since the war have helped 
to cut costs and avoid delays. Centralized traffic control 
has allowed more trains per track, hence less trackage. 
Welded rail has saved millions in maintenance. Modern, 
comfortable stations have been erected in some places to 
replace outmoded ones. Dozens of other improvements are 
slowly appearing. But the railroads lack the funds needed 
to instal new facilities on an industry-wide basis. Rail 
leaders agree that modernization must be carried out on 
a national scale to be fully effective. 


If funds for modernization were readily available, rail 
leaders believe that many present disadvantages could be 
overcome and much traffic, especially the profitable long- 
haul freight sh‘pments, could be won over to the rails. As 
steps to this end, they have sought to economize wherever 
possible and to win tax and regulatory relief from state 
and federal legislatures. 


One way to economize is to cut down or abandon un- 
profitable operations. Continual losses of patronage have 
prompted discontinuance by the railroads of many pas- 
senger and some freight lines. From 1946 through 1956 
the miles of track over which passenger trains made sched- 
uled runs were reduced by 28 per cent. Passenger service 
has been abandoned on nearly 1,300 lines since 1951, and 
2,500 stations have been closed. Few of these discon- 
tinuances have involved major population centers to date 
but the big cities, too, now face sharp reductions in pas- 
senger service. 


The Baltimore and Ohio Railroad has filed petitions with 
regulatory authorities of Pennsylvania, Delaware, and 





38 Piggyback operations accounted for 5.5 per cent of all carloads carried by rail in 
1956. They are believed to have approximated 7 per cent in 1957. 
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Maryland for“permission to discontinue service between 
New York City and Washington.'4 The New Haven has 
filed similar petitions in New York, Connecticut, and Mas- 
sachusetts to drop 14 trains running daily between New 
York and Boston, New York-Springfield, and New York- 
New Haven, including such name trains as the Ambassador, 
the Bostonian, Commander, Mayflower, and Senator. Like 
petitions have been filed in Ohio, Indiana, and Illinois by 
the New York Central to terminate service between Indian- 
apolis-St. Louis and Cincinnati-Toledo. The Pennsylvania’s 
crack Liberty, which formerly ran between Washington 
and Chicago, now ends its run at Harrisburg, Pa. 


The more drastic method of contraction—tearing down 
plant and ripping up track—has been approached with 
great caution. In the first place, it is, in itself, a highly 
expensive undertaking. In the second place, railroads are 
reluctant to scrap facilities which unforeseen events may 
render useful. Aggregate capacity of both freight and 
passenger equipment currently in use is down from its 
mark of ten years ago. Track is being abandoned or torn 
up at a rate of a thousand miles a year. However, many 
of these apparent contractions are the result of money- 
saving technological improvements made in the normal 
course of updating facilities. 





Government Aid to Solve Problems 





MANY RAILROAD SERVICES and facilities must be 
kept in operation—for the general convenience of the 
public and for use in time of war—although they may 
yield little or no profit to the railroad companies. The 
most burdensome of these essential services are rendered 
by the commutation systems which bring hundreds of 
thousands of workers to and from the country’s large 
cities each day. 


In efforts to cut deficits resulting from commuter oper- 
ations two eastern railroads have proposed different reme- 
dies. The New York Central applied to the New York 
diseataai 

% Abandonment of a train service, passenger or freight, requires permission from 
railway commissions in all the states directly affected. Original and final jurisdiction 


on questions of abandonment rests with the I.C.C. only when a railroad wishes to dis- 
pose of all its assets. or abandon all operations, freight and passenger, along a route. 
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Public Service Commission on Nov. 18, 1957, for permission 
to raise commutation fares between Westchester County 
and New York City by 13 per cent. It likened itself to a 
housewife who had to have more money to pay the family’s 
bills. On the same day, President Alpert of the New Haven 
disclosed that bills were to be introduced in the Massachu- 
setts and New York legislatures which would provide sub- 
sidies and tax relief to cover commuter losses. “We're 
getting to the end of our rope as far as the commuter 
business is concerned,” Alpert said. 


The Long Island Rail Road took its plaguing commuter 
problem to the New York legislature back in 1954 and a 
complicated plan, involving cooperation from all sides, was 
worked out. The plan allows the railroad to raise fares 
whenever income fails to match expenses. In addition, a 
system of forgiveness from state and local Long Island 
taxes was adopted. The parent Pennsylvania Railroad 
agreed to forego for ten years any return on its $120 
million investment for new equipment. The Long Island, 
on its part, undertook an elaborate promotional campaign 
to overcome the hostility of its riders. 


MoVEMENT TO CuT DUPLICATION AND WASTE BY MERGER 
Hard thinking about passenger deficits and declining 
freight earnings has revived discussion of rail mergers. 
Merger talk between New York Central and Pennsylvania 
was considered a sensation when it was announced on 
Nov. 1, 1957, although this is only one of a considerable 
number of consolidations under discussion at the present 
time.'® 4 


Proposals for railway consolidations can be traced back 
many years. Many of the nation’s leading railroad systems 
are the product of successive mergers. New York Central, 
for instance, embraces almost 500 once independent rail- 
roads. Congress gave its blessing to consolidation projects 
that would result in a limited number of regional] systems 
in the Transportation Act of 1920.1 However, rail execu- 
tives say there was no great interest in merging during 





ST i PI tA Os WARNES abe c+ ot 









% Studies currently in progress involve mergers which would bring together New 
York Central, Pennsylvania, and Wabash; Erie, Delaware & Hudson, and Delaware, 
Lackawanna & Western; Missouri Pacific and Texas & Pacific; Northern Pacific. 
Great Northern, Chicago, Burlington and Quincy, and Spokane, Portland & Seattle. 
Patrick B. McGinnis, president of Boston & Maine, urged on Oct. 8, 1957, that 56 
railroads east of the Mississippi River and north of the Ohio River be combined into 
two large systems 


See “Railroad Freight Rates,” E.R.R., 1944 Vol. I, pp. 212-213. 
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the ensuing decade because the roads then were actively 
competing against one another. “But now, with the 
changed conditions, competition is not so much a factor 
between railroads as it is with other modes of transport,” 
James M. Symes, president of the Pennsylvania Railroad, 
said in a recent interview." 


Commenting on the ‘“Pennsy-Central’ merger study, 
Symes put forth reasons virtually identical with those given 
by other rail industrytleaders. “[By reducing] the dupli- 
cations of services and overhead now existing, we could 
substantially reduce the cost of performing the service, 
provide better service, and earn more money. This would 
permit the spending of additional money for technological 
improvements.” 


Some experts have suggested that the main benefits 
sought through consolidation can be obtained without com- 
plete merger. Agreement on ground rules for cooperation 
may be all that is needed. In this connection, New York 
Central and Pennsylvania recently announced that they had 
asked for I.C.C. permission to honor each other’s round- 
trip passenger tickets on some lines running roughly par- 
allel. Because a complete merger of two or more railroads 
requires painstaking study, followed by approval of stock- 
holders and state railway commissions, and final sanction 
by the I.C.C., it is believed that planned cooperation may 
be the most practical way to eliminate duplication and re- 
duce overhead. 


CURRENT PLEAS FOR TAX RELIEF AND FAST WRITE-OFFS 


The railroad industry has not prospered in recent years 
despite all steps taken to economize. It plans to cut back 
capital spending by 27 per cent in 1958, citing lower earn- 
ings, high cost of borrowing, and declining freight traffic 
as the main reasons. Hence, a strong drive is under way 
to win long-sought tax and regulatory relief from Congress. 


Topping the railroad appeal to the White House in De- 
cember was a request that the current three per cent excise 
tax on all shipments moving by rail be eliminated. The 
levy was condemned as discriminating in favor of private 
carriage, which pays no tax, and against the “little shipper,” 
who cannot afford a private fleet of trucks. Sen. Richard 
L. Neuberger (D-Ore.) has described the three per cent 


17U.S. News & World Report, Nov. 15, 1957, p. 92. 
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levy as “the tax that chokes the West.”” While contending 
that the tax is “detrimental to all the states,’ Neuberger 
said that it “falls most heavily on the West... , because 
this region is farther than any other from the population 
centers of the East.” '§ 


Another form of relief sought by rail executives is rapid 
amortization of assets for tax purposes, which would 
greatly assist with efforts to modernize the railroads on an 
industry-wide scale. Under the so-called “fast write-off” 
plan applied during World War II and the Korean emer- 
gency, the federal government allowed defense-connected 
or supporting industries to depreciate part or all of new 
construction at faster than usual rates. This had the effect 
of reducing tax bills in the early years of a new facility’s 
life, but would increase them in later years if tax rates 
remained the same. Rail leaders contend that national 
security demands a modernized transportation system. 
They are banking heavily on some form of tax amortization 
which would allow railroads to build up and put to use an 
“improvement reserve.” 9 


RAIL DEMANDS FOR GREATER RATE-MAKING FREEDOM 


Since the end of World War II the railroads have re- 
ceived authorization to boost freight rates across the board 
by a total of 107 per cent. They have been forced, they say, 
to seek across-the-board increases because of long and 
costly delays in proceedings for higher rates on specific 
commodities. No sooner have general authorizations been 
forthcoming than railroads have returned to the I.C.C. to 
ask reductions on a huge assortment of commodities, thus 
to enable them to meet competition. As a result of such 
reductions the railroads have been able to keep only 52 per 
cent (actual increase in revenue per ton mile since 1945) 
of the 107 per cent authorized.?° 





%* Richard L. Neuberger, “‘The Tax That Chokes the West,” Railway Progress, 
August 1957, p. 4. 

%” A radical proposal for financing purchases of railroad equipment has been ad- 
vanced by the president of the Pennsylvania Railroad. Known as the “Symes Plan,” 
it calls for a new government agency which would buy railroad equipment and lease 
it to carriers as n . 


» The latest request by the railroads for freight rate increases, filed Dec. 23, asks 
selective increases in charges on hundreds of commodities which they said will aver- 
age less than 3 per cent. The carriers told the I.C.C. that the increases would not be 
sufficient to cover all increases in costs, including the boost in wage rates which be- 
came effective last Nov. 1. 
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Railroad demands for greater freedom in rate-making 
received backing in 1955 from the President’s Advisory 
Committee on Transport Policy and Organization, headed 
by Secretary of Commerce Sinclair Weeks. Set up by the 
President in 1954, the Cabinet committee urged in July 
1955 that federal transportation policies be revised “to 
permit greater reliance on competitive forces in transpor- 
tation pricing.” President Eisenhower commended the 
objectives of the committee’s report in his State of the 
Union message, Jan. 5, 1956, and asked “that the Congress 
give prompt attention to the committee’s proposals.” 


Hearings were held by the House Committee on Inter- 
state and Foreign Commerce in 1956 on bills to grant 
common carriers greater. leeway in rate-making. Railroad 
spokesmen concentrated on urging adoption of what came 
to be known as the “three shall nots.” 

In the exercise of its power to prescribe just and reasonable 
rates, the [Interstate Commerce] Commission shall not consider 
[1] the effect of such rates on the traffic of any other mode of 
transportation; or [2] the relation of such rates to the rates of 
other modes of transportation; or [8] whether such rates are any 
lower than necessary to meet the competition of any. other mode 
of transportation. 


Strong opposition to this program was voiced by the 
I.C.C. and spokesmen for-motor and water carriers. They 
contended. that’ congressional -sanctioén for the proposed 
prohibitions would enable’ railroads to cripple or destroy 
other forms of transportation by offering, temporarily, 
rates below those at which highway and water carriers 
could compete. No legislation embodying the “three shall 
nots” has since been reported by committees of either 
house. The 1955 report of the President’s advisory com- 
mittee was praised by rail leaders but had a poor reception 
in Congress. Sen. Wayne L. Morse (D-Ore.) said, June 21, 
1956, that it “might just as well have been written by the 
Association of American Railroads.” 


REGINNINGS OF COOPERATION WITH RIVAL CARRIERS 

The rajlroads for many years repeatedly rejected invi- 
tations to coordinate services with rival modes of trans- 
portation. They insisted upon, and still prefer. “‘integra- 
tion’—an arrangement which would allow virtually un- 
limited railroad ownership of alternative types of carriers. 
As recently as the autumn of 1957, the president of the 
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Association of American Railroads condem.ied as “a regu- 
latory handicap” the present 1.C.C. volicy “which limits 
railroads in their use of other forms of transportation, 
thereby makiny it difficult for them to offer a complete 
service.” 2! Highway trucking executives have called rail- 
road reluctance to work out package deals for shippers “‘a 
major contributing reason for the present railroad con- 
dition.” 


Recent signs indicate that railroads are beginning to 
back down on the demand for integration. According to 
the I.C.C., 85 of the country’s 110 major railroads have 
established some joint-rate arrangements with for-hire 
motor carriers. Commissioner Arpaia has emphasized, 
however, that desirable coordination of services has a long 
way to go. Citing what he calls “overwhelming evidence 
of the demand for a flexible, integrated, coordinated 
service,” Arpaia stresses that “there is not... now and 

. never has been any restriction against the use of joint 
services by all types of transportation.” “The present 
limitations,” he points out, “are only on ownership, and 
they are limited.” 


Failure of railroads to get together, either among them- 
selves or with other forms of trat:sportation, is illustrated 
by the piggyback operation. Piggyback service is in great 
demand by shippers. Rail leaders admit, however, that 
their failure to staindardize tie-down equipment, so that 
piggvback flatcars could be interchanged among railroads 
just as conventional equipment is interchanged, has delayed 
expansion of the service. Moreover, most roads which offer 
piggyback facilities have declined to join forces with truck 
firms. In so doing, they have forfeited the economies that 
would result from joint undertakings and made thernselves 
ineligible to enter territory where rail-owned trucks are 
forbidden to operate. 


THREAT TO PRIVATE OWNERSHIP OF DRIFT TO INSOLVENCY 


It is generally agreed that an efficient system of rail 
transportation is a vital national need and will continue 
so for the indefinite future. Passenger operations may be 
further curtailed, but -public service commissions are 
hardly likely to countenance their wholesale abandonment. 
As basic freight carriers, the railroads perform a service 


© Daniel P. Loomis, in a speech before New York Railroad Club, Nov. 14, 1967. 
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which cannot be transferred in entirety to any combination 
of highway, air, water, and pipeline carriers. 


In these circumstances the outlook is that the drain of 
passenger deficits on freight service profits may be checked 
but will not be eliminated. Further steps toward coordi- 
nation of rail and other forms of transportation appear 
plainly necessary to keep up freight revenues. If these 
and other measures do not make adequate contribution to 
the solvency of the country’s railroad systems, the final 
result may well be government ownership. 


While serving as Federal Coordinator of Transportation 
during the difficult days of the depression, the late Inter- 
state Commerce Commissioner Joseph B. Eastman outlined 
a plan for government operation of the railroads under a 
federal corporation.22. Eastman refrained from recom- 
mending immediate nationalization principally because he 
thought the country was not then “financially in a condi- 
tion to stand the strain of an acquisition of these great 
properties.”” The economy is now far stronger than during 
the 1930s but public support for nationalization projects 
is weaker than during the depression decade. 

P.R.R. President Symes warned last summer and again 
in Deeember that “If railroads have to live for the next 
ten years under the same conditions they have had for the 
past ten, they will be in the hands of the government.” 
Clearly ways must always be found to keep the main rail 
lines in operation whatever the cost. 


“See “Nationalization,” E.R.R., 1945 Vol. II, pp. 326-327. 
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